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Explanatory notes

The Commission will be guided by this Code of Conduct (“the Code”) in
considering whether a licensed or registered person satisfies the
requirement that it is fit and proper to remain licensed or registered, and in
that context, will have regard to the general principles, as well as the letter,
of the Code. For the purposes of the Code, a registered person includes a
“relevant individual” as defined in section 20(10) of the Banking Ordinance
(Cap.155), and “registered” shall be construed accordingly. The Code has
been published in the Gazette.

Where the Commission has information which suggests that a licensed or
registered person is not a fit and proper person to remain licensed or
registered, it may conduct an investigation under section 182(1)(e) of the
Securities and Futures Ordinance (Cap. 571) (“the SFO”). This information
may refer to how the licensed or registered person conducts the business
for which the person is licensed or registered or, in the case of an individual
who is licensed or registered how he carries on the activity for which he is
licensed or registered, or it may refer to other matters. The Commission
places great importance on licensed or registered persons being fit and
proper.

Licensed or registered persons should note the various Schedules to the
Code. These are part of the Code and provide, among other things,
supplemental materials such as risk disclosure statements. There are also
specific Schedules of provisions that apply to licensed or registered
persons which deal in securities and/or futures contracts listed or traded on
The Stock Exchange of Hong Kong Limited or Hong Kong Futures
Exchange Limited or trade in leveraged foreign exchange contracts. These
are derived primarily from former rules of the Exchanges and the repealed
Leveraged Foreign Exchange Trading Ordinance. Licensed or registered
persons are expected under paragraph 12.1 of the Code to comply with the
rules of exchanges and clearing houses of which they are members or
participants.

To reflect the realities of today’s markets, the Commission recognizes that
conduct of business principles should be flexible enough to differentiate
between professional and non-professional investors and some provisions
of the Code need not be observed in the case of professionals.

Vii



Unless otherwise specified or the context otherwise requires, words and
phrases in the Code shall be interpreted by reference to any definition of
such word or phrase in Part 1 of Schedule 1 to the SFO.

This Code does not have the force of law and should not be interpreted in a
way that would override the provision of any law.

viii



General principles

The Commission has modelled the Code on principles developed and
recognized by the International Organization of Securities Commissions
and other principles the Commission believes to be fundamental to the
undertaking of a licensed or registered person's business.

GP1.

GP2.

GP3.

GP4.

GPS.

GP6.

Honesty and fairness
In conducting its business activities, a licensed or registered person

should act honestly, fairly, and in the best interests of its clients and
the integrity of the market.

Diligence
In conducting its business activities, a licensed or registered person

should act with due skill, care and diligence, in the best interests of
its clients and the integrity of the market.

Capabilities
A licensed or registered person should have and employ effectively

the resources and procedures which are needed for the proper
performance of its business activities.

Information about clients
A licensed or registered person should seek from its clients

information about their financial situation, investment experience
and investment objectives relevant to the services to be provided.

Information for clients

A licensed or registered person should make adequate disclosure
of relevant material information in its dealings with its clients.

Conflicts of interest

A licensed or registered person should try to avoid conflicts of
interest, and when they cannot be avoided, should ensure that its
clients are fairly treated.



GP7.

GP8.

GP9.

Compliance

A licensed or registered person should comply with all regulatory
requirements applicable to the conduct of its business activities so
as to promote the best interests of clients and the integrity of the
market.

Client assets

A licensed or registered person should ensure that client assets are
promptly and properly accounted for and adequately safeguarded.

Responsibility of senior management

The senior management of a licensed or registered person should
bear primary responsibility for ensuring the maintenance of
appropriate standards of conduct and adherence to proper
procedures by the firm. In determining where responsibility lies,
and the degree of responsibility of a particular individual, regard
shall be had to that individual’s apparent or actual authority in
relation to the particular business operations, and the factors
referred to in paragraph 1.3 below.



Code of conduct

Interpretation and application

11

1.2

1.3

Definition: representative, registered person, person

(a) Areference in the Code to a “representative” has the same
meaning as under section 167 of the SFO.

(b) A reference in the Code to a “registered person” means a
“registered institution” and, except where the context
otherwise requires, includes a “relevant individual” as defined
in section 20(10) of the Banking Ordinance (Cap.155), and
“registered” shall be construed accordingly.

(c) Areference in the Code to a “person” includes any public
body and any body of persons, corporate or unincorporate.

Interpretation

A reference in the Code to “it” or “its” in relation to a licensed or
registered person shall, except where the context otherwise
requires, be construed as including a reference to “him” or “his” (as
the case may be).

Persons to which the Code applies

Although the Code applies to all licensed or registered persons in
carrying on the regulated activities for which the persons are
licensed or registered, the Commission recognizes that some
aspects of compliance with the Code may not be within the control
of a representative. In considering the conduct of representatives
under the Code, the Commission will consider their levels of
responsibility within the firm, any supervisory duties they may
perform, and the levels of control or knowledge they may have
concerning any failure by their firms or persons under their
supervision to follow the Code.



1.4

1.5

Persons to which the Code does not apply

To the extent that a licensed or registered person acts in the
capacity of a management company in relation to the discretionary
management of collective investment schemes (whether authorised
or unauthorised), the Code does not apply to such activity. In
relation to such activities, such licensed or registered persons are
subject to the Fund Manager Code of Conduct issued by the
Commission.

Effect of breach of the Code

A failure by any person to comply with any provision of the Code
that applies to it —

(a) shall not by itself render it liable to any judicial or other
proceedings, but in any proceedings under the SFO before
any court the Code shall be admissible in evidence, and if
any provision set out in the Code appears to the court to be
relevant to any question arising in the proceedings it shall be
taken into account in determining the question; and

(b) the Commission shall consider whether such failure tends to
reflect adversely on the person’s fitness and properness.



Honesty and fairness

2.1

2.2

23

2.4

Accurate representations

Where a licensed or registered person advises or acts on behalf of
a client, it should ensure that any representations made and
information provided to the client are accurate and not misleading.

Fair and reasonable charges

The general course of dealing or advising concerning a client, the
provision of margin lending, and the charges, mark-ups, or fees
affecting a client should be fair and reasonable in the
circumstances, and be characterized by good faith.

Advertising

A licensed or registered person should ensure that invitations and
advertisements do not contain information that is false, disparaging,
misleading or deceptive.

Anti-bribery guidelines

A licensed or registered person should be familiar with the
Prevention of Bribery Ordinance (Cap. 201) (“PBQO”) and follow
related guidance issued by the Independent Commission Against
Corruption. The PBO may prohibit an agent (normally an
employee) from soliciting or accepting an advantage without the
permission of the principal (normally the employer) when
conducting the principal’s business. A person who offers the
advantage may also commit an offence.



Diligence

3.1

3.2

3.3

3.4

3.5

3.6

Prompt execution

A licensed or registered person should take all reasonable steps to
execute promptly client orders in accordance with clients’
instructions.

Best execution

A licensed or registered person when acting for or with clients
should execute client orders on the best available terms.

Prompt and fair allocation

A licensed or registered person should ensure that transactions
executed on behalf of clients are promptly and fairly allocated to
the accounts of the clients on whose behalf the transactions were
executed.

Advice to clients: due skill, care and diligence

When providing advice to a client a licensed or registered person
should act diligently and carefully in providing the advice and
ensure that its advice and recommendations are based on
thorough analysis and take into account available alternatives.

No withholding of orders for convenience

A licensed or registered person should not withdraw or withhold
client orders for its own convenience or for the convenience of any
other person. For the avoidance of doubt, this only applies in respect
of market orders and limit orders that can be executed in the market
at the relevant price.

Collection of margins

In dealing or trading for its clients in securities, futures contracts or
leveraged foreign exchange contracts that require the provision of
margin (including collateral), a licensed or registered person should
collect promptly from clients any amounts due as margin.



3.7

3.8

3.9

Separate accounts

A licensed or registered person should keep separate accounts for
each client for dealings in securities, futures contracts or trading in
leveraged foreign exchange contracts, and where relevant, for
transactions concluded on a cash basis or a margin basis.

Derivative position and reporting limits

A licensed or registered person should inform clients of applicable
derivative position and reporting limits and, in relation to positions
maintained with the licensed or registered person, monitor
compliance with those limits.

Order recording

(a) Except as otherwise provided in Schedule 3 and Schedule 6
to the Code, a licensed or registered person should record
and immediately time stamp records of the particulars of the
instructions for agency orders and internally generated orders
(such as proprietary accounts and staff accounts).

(b)  Where order instructions are received from clients through
the telephone, a licensed or registered person should use a
telephone recording system to record the instructions and
maintain telephone recordings as part of its records for at
least six months.

(c) Alicensed or registered person should prohibit its staff
members from receiving client order instructions through
mobile phones when they are on the trading floor, in the
trading room, usual place of business where order is received
or usual place where business is conducted, and should have
a written policy in place to explain and enforce this prohibition.

Notes
The Commission notes that mobile telephones are widely used in Hong

Kong. The use of mobile phones for receiving client order instructions is
strongly discouraged. However, where orders are accepted by mobile

The revisions to paragraph 3.9 will take effect on 1 Dec 2012.

June 2012



phones outside the trading floor, trading room, usual place of business
where order is received or usual place where business is conducted, staff
members should immediately call back to their licensed or registered
person’s telephone recording system and record the time of receipt and the
order details. The use of other formats (e.g. in writing by hand) to record
details of clients’ order instructions and time of receipt should only be used
if the licensed or registered person’s telephone recording system cannot be
accessed.

3.10 Best interests of clients
A licensed or registered person should act in the best interests of
its clients in providing services or recommending the services of an
affiliated person to its clients.

3.11  Use of gifts by distributors in promoting a specific investment
product
In promoting a specific investment product to a client, a licensed or
registered person should not offer any gift other than a discount of
fees or charges.

June 2012
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Capabilities

4.1 Fit and proper staff

4.2

4.3

A licensed or registered person should ensure that any person it
employs or appoints to conduct business is fit and proper and
otherwise qualified to act in the capacity so employed or appointed
(including having relevant professional training or experience).

Staff supervision

A licensed or registered person should ensure that it has adequate
resources to supervise diligently and does supervise diligently
persons employed or appointed by it to conduct business on its
behalf.

Internal control, financial and operational resources

A licensed or registered person should have internal control
procedures and financial and operational capabilities which can be
reasonably expected to protect its operations, its clients and other
licensed or registered persons from financial loss arising from theft,
fraud, and other dishonest acts, professional misconduct or
omissions.



Information about clients

5.1 Know your client: in general

(a)

A licensed or registered person should take all reasonable
steps to establish the true and full identity of each of its
clients, and of each client's financial situation, investment
experience, and investment objectives. Where an account
opening procedure other than a face-to-face approach is
used, it should be one that satisfactorily ensures the identity
of the client. Where the account opening documents are not
executed in the presence of an employee of the licensed or
registered person, the signing of the Client Agreement (as
defined in paragraph 6.1) and sighting of related identity
documents should be certified by any other licensed or
registered person, an affiliate of a licensed or registered
person, a JP (Justice of the Peace), or a professional person
such as a branch manager of a bank, certified public
accountant, lawyer or notary public. Certification services
that are recognized by the Electronic Transactions Ordinance
(Cap. 553), such as the certification services available from
the Hongkong Post, may also be employed.

Alternatively, the identity of the client (other than corporate
entities), may be properly verified if the licensed or registered
person complies with the following procedural steps:

(i)  the new client sends to the licensed or registered
person a signed physical copy of the Client Agreement
(see paragraph 6.2) together with a copy of the client’s
identity document (identity card or relevant sections of
the client’s passport) for verification of the client’s
signature and identity;

(i)  the licensed or registered person should obtain and
encash a cheque (amount not less than HK$10,000'
and bearing the client’'s name as shown in his identity
document) issued by the new client and drawn on the
client’s account with a licensed bank in Hong Kong;

1

The minimum cheque amount required is subject to periodic review and will be revised when
appropriate.

10



(iif)

(iv)

(v)

the signature on the cheque issued by the client and the
signature on the Client Agreement must be the same;

the client is informed (in the Client Agreement or by way
of a notice) of this account opening procedure and the
conditions imposed, in particular the condition that the
new account will not be activated until the cheque is
cleared; and

proper records are kept by the licensed or registered
person to demonstrate that the client identification
procedures have been followed satisfactorily.

5.1A Know your client: investor characterization

(a)

March 2016

A licensed or registered person should, as part of the know
your client procedures, assess the client’s knowledge of
derivatives and characterize the client based on his
knowledge of derivatives.

Where a client without knowledge of derivatives wishes to
purchase a derivative product (hereafter refer to as a
“transaction” in this paragraph) which is:

(i)

(ii)

traded on an exchange and the licensed or registered
person has not solicited the client or made a
recommendation to the client in relation to the proposed
transaction, the licensed or registered person should
explain the relevant risks associated with the product to
the client;

not traded on an exchange and the licensed or
registered person has not solicited the client or made a
recommendation to the client in relation to the proposed
transaction, the licensed or registered person should
warn the client about the transaction and, having regard
to the information about the client of which the licensed
or registered person is or should be aware through the
exercise of due diligence, particularly the fact that he is
a client without knowledge of derivatives, the licensed
or registered person should provide appropriate advice
to the client as to whether or not the transaction is

11



5.2

5.3

5.4

suitable for the client in all the circumstances. Records
of the warning and other communications with the client
should be kept. If the transaction is assessed to be
unsuitable for the client, the licensed or registered
person may only proceed to effect the transaction if to
do so would be acting in the best interests of the client
in accordance with the general principles of the Code.

Know your client: reasonable advice

Having regard to information about the client of which the licensed
or registered person is or should be aware through the exercise of
due diligence, the licensed or registered person should, when
making a recommendation or solicitation, ensure the suitability of
the recommendation or solicitation for that client is reasonable in all
the circumstances.

Know your client: derivative products

A licensed or registered person providing services to a client in
derivative products, including futures contracts or options, or any
leveraged transaction should assure itself that the client
understands the nature and risks of the products and has sufficient
net worth to be able to assume the risks and bear the potential
losses of trading in the products.

Client identity: origination of instructions and beneficiaries

(@) Subject to paragraph 5.4(e), a licensed or registered person
should be satisfied on reasonable grounds about:

(iy  the identity, address and contact details of :

(A) the person or entity (legal or otherwise) ultimately
responsible for originating the instruction in
relation to a transaction; and

(B) exceptin the case of paragraph 5.4(d) below, the
person or entity (legal or otherwise) that stands to
gain the commercial or economic benefit of the

March 2016 12



(b)

(c)

(d)

(e)

transaction and/or bear its commercial or
economic risk; and

(i)  the instruction given by the person or entity referred to
in paragraph 5.4(a)(i)(A).

A licensed or registered person should keep in Hong Kong a
record of the details referred to in paragraph 5.4(a) and give
the Commission access to that record upon request.

A licensed or registered person should not do anything to
effect a transaction unless it has first complied with
paragraphs 5.4(a) and (b).

In relation to a collective investment scheme or discretionary
account, the "entity" referred to in paragraph 5.4(a) is the
collective investment scheme or account, and the manager of
that collective investment scheme or account, not those who
hold a beneficial interest in that collective investment scheme
or account (e.g., the unitholders of a unit trust).

Paragraph 5.4(a) applies only where the transaction involves
securities or futures contracts that are listed or traded on a
recognized stock market or a recognized futures market or a
derivative, including an over-the-counter derivative, written
over such securities or futures contracts.

13



Client agreement

6.1

6.2

Client agreement in writing

Licensed or registered persons should enter into a written
agreement (“Client Agreement”) with each client before services
are provided to the client. The Client Agreement should be in
Chinese or English according to the language preference of the
client, as should any other agreement, authority, risk disclosure, or
supporting document. Licensed or registered persons should
provide a copy of these documents to the client and draw to the
client’s attention the relevant risks. Where an account opening
procedure other than a face-to-face approach is used, the covering
correspondence should specifically direct the client’s attention to
the appropriate risk disclosure statements. As explained below,
the type of Client Agreement may vary depending on the services
provided.

Minimum content of client agreement

Subiject to paragraph 6.4 and Schedules 1, 3, 4 and 6 to the Code,
a Client Agreement should contain at least provisions to the
following effect:

(a) the full name and address of the client as verified by a
retained copy of the identity card, relevant sections of the
passport, business registration certificate, corporation
documents, or any other official document which uniquely
identifies the client;

(b) the full name and address of the licensed or registered
person's business including the licensed or registered
person's licensing or registration status with the Commission
and the CE number (being the unique identifier assigned by
the Commission);

(c) undertakings by the licensed or registered person and the
client to notify the other in the event of any material change to
the information (as specified in paragraphs 6.2(a), (b), (d), (e)
and (f)) provided in the Client Agreement;

14
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—
(d)
(e)
()
(9)
(h)
(i)

June 2017

a description of the nature of services to be provided to or
available to the client, such as securities cash account,
securities margin account, discretionary account, portfolio
management, investment advice, unit trusts, futures/options
account, or leveraged foreign exchange trading account;

a description of any remuneration (and the basis for payment)
that is to be paid by the client to the licensed or registered
person, such as commission, brokerage, and any other fees
and charges;

if margin or short selling facilities are to be provided to the
client, details of margin requirements, interest charges,
margin calls, and the circumstances under which a client's
positions may be closed without the client's consent;

if services are to be provided to the client in relation to
derivative products, including futures contracts or options, (1)
a statement that the licensed or registered person shall
provide to the client upon request product specifications and
any prospectus or other offering document covering such
products and (2) a full explanation of margin procedures and
the circumstances under which a client's positions may be
closed without the client's consent;

the risk disclosure statements as specified in Schedule 1 to
the Code; and

the following clause: “If we [the intermediary] solicit the
sale of or recommend any financial product to you [the
client], the financial product must be reasonably suitable
for you having regard to your financial situation,
investment experience and investment objectives. No
other provision of this agreement or any other document
we may ask you to sign and no statement we may ask you
to make derogates from this clause.”

Note: “Financial product” means any securities, futures
contracts or leveraged foreign exchange contracts as defined
under the SFO. Regarding “leveraged foreign exchange
contracts”, it is only applicable to those traded by persons
licensed for Type 3 regulated activity.

15



6.3

6.4

6.5

No circumvention of legal requirements

A licensed or registered person should ensure that it complies with
its obligations under a Client Agreement and that a Client
Agreement does not operate to remove, exclude or restrict any
rights of a client or obligations of the licensed or registered person
under the law.

Limited provision of services

A Client Agreement should properly reflect the services to be
provided. Where the services to be provided are limited in nature,
the Client Agreement may be limited accordingly. For example,
where the services to be provided by a licensed or registered
person to a client are limited to effecting one-off disposals of
securities in connection with initial public offerings, the Client
Agreement would only need to contain the provisions set out in
paragraphs 6.2(a), (b), (d) and (e).

No inclusion of clauses which are inconsistent with the
Code or which misdescribe the actual services provided to
clients

A licensed or registered person should not incorporate any
clause, provision or term in the Client Agreement or in any other
document signed or statement made by the client at the request
of the licensed or registered person which is inconsistent with its
obligations under the Code.

Note: This paragraph precludes the incorporation in the client
agreement (or in any other document signed or statement made
by the client) of any clause, provision or term by which a client
purports to acknowledge that no reliance is placed on any
recommendation made or advice given by the licensed or
registered person.

No clause, provision, term or statement should be included in any
Client Agreement (or any other document signed or statement

made by the client at the request of a licensed or registered person)
which misdescribes the actual services to be provided to the client.

June 2017 16



Discretionary accounts

71 Authorization and operation of a discretionary account

(@)

(c)

(d)

A licensed or registered person should not effect a
transaction for a client unless before the transaction is
effected (i) the client, or a person designated in writing by the
client, has specifically authorized the transaction; or (ii) the
client has authorized in writing the licensed or registered
person or any person employed by the licensed or registered
person (who must in turn be a licensed or registered person)
to effect transactions for the client without the client’s specific
authorization.

Where a client wishes to grant an authority described under
paragraph 7.1(a) (ii), the licensed or registered person or a
person employed by it should explain the terms of the
authority to the client. If an authority is granted to an
employee or agent of the licensed or registered person, the
authority should state that the person is an employee or
agent of the licensed or registered person. The licensed or
registered person should also confirm with the client at least
on an annual basis whether that client wishes to revoke such
authority. For the avoidance of doubt, it will be acceptable for
the licensed or registered person to send a natification to the
client before the expiry date of its discretionary authority and
inform the client that such authority is automatically renewed
unless the client specifically revokes it in writing before the
expiry date.

If a licensed or registered person has obtained an authority
described under paragraph 7.1(a)(ii), the Client Agreement
and the licensed or registered person’s records should
designate such accounts as “discretionary accounts”.

Senior management should approve the opening of
discretionary accounts.

The revisions to paragraph 7.1 will take effect on 1 Dec 2012.

June 2012
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(e)

A licensed or registered person should implement internal
control procedures to ensure proper supervision of the
operation of discretionary accounts.
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Information for clients

8.1

8.2

Information about the firm: in general

(@)

A licensed or registered person should provide clients with
adequate and appropriate information about its business,
including contact details, services available to clients, and the
identity and status of employees and others acting on its
behalf with whom the client may have contact.

Where employees act for more than one company within a
financial services group, a licensed or registered person
should ensure that there is no reasonable basis for confusion
on the part of the client as to the company for which these
employees are acting.

Prompt confirmation

(a)

Unless specifically agreed otherwise in writing by the client,
after a licensed or registered person has effected a
transaction for a client, it should endeavour to confirm
promptly with the client the essential features of the
transaction. This does not apply in relation to a discretionary
account.

Where a licensed or registered person trades in options
contracts for its clients, it should provide each client with a
trade confirmation promptly after effecting such trading that
includes:

(i)  the number of contracts purchased or sold, the
underlying asset, expiry month, strike price, option type
(put or call), version number (if not 0) and whether they
were closing contracts or opening contracts; and

(i)  the price and the unit of the asset comprised in each lot
the subject of such contract.
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8.3 Disclosure of monetary and non-monetary benefits

Part A

Disclosure of monetary benefits

(a)

March 2014

Where the monetary benefits received are quantifiable
Specific disclosure
Explicit remuneration arrangement

(i)  Where a licensed or registered person and/or any of its
associates explicitly receives monetary benefits from a
product issuer (directly or indirectly) for distributing an
investment product, the licensed or registered person
should disclose the monetary benefits that are
receivable by it and/or any of its associates as a
percentage ceiling of the investment amount or the
dollar equivalent.

Trading profit made from a back-to-back transaction

(i)  Where a licensed or registered person enters into a
back-to-back transaction concerning an investment
product, the licensed or registered person should
disclose to the client the trading profit to be made. The
trading profit should be disclosed as a percentage
ceiling of the investment amount or the dollar equivalent.

Notes

For the avoidance of doubt, the specific disclosure should be made
on a transaction basis.

As a minimum, a licensed or registered person should disclose the
monetary benefits that are receivable by it and/or any of its
associates or the trading profit in the form of a percentage ceiling of
the investment amount rounded up to the nearest whole percentage
point or the dollar equivalent. However, having regard to its own
circumstances, the licensed or registered person may disclose a
specific percentage or the dollar equivalent instead.
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(b)

Back-to-back transactions refer to those transactions where a
licensed or registered person, after receiving —

(@) apurchase order from an investor, purchases an investment
product from a third party and then sells the same investment
product to the investor; or

(b)  asell order from an investor, purchases an investment product
from the investor and then sells the same investment product
to a third party,

and no market risk is taken by the licensed or registered person.
Generic disclosure
Non-explicit remuneration arrangement

(i)  Where a licensed or registered person does not
explicitly receive monetary benefits for distributing an
investment product which is issued by it or any of its
associates, the licensed or registered person should
disclose that it or any of its associates will benefit from
the origination and distribution of this product.

Where the monetary benefits received are not quantifiable

(i)  Where the monetary benefits received by a licensed or
registered person and/or any of its associates are not
quantifiable prior to or at the point of entering into a
transaction, the licensed or registered person should
disclose the existence and nature of such monetary
benefits.

Part B

Disclosure of non-monetary benefits

(a)

March 2014

Where a licensed or registered person and/or any of its
associates receives from a product issuer non-monetary
benefits for distributing an investment product, the licensed or
registered person should disclose the existence and nature of
such non-monetary benefits.

21



8.3A Disclosure of transaction related information

(a)

March 2016

Where a licensed or registered person distributes an
investment product to a client (including where it sells an
investment product to or buys such product from the client),
the licensed or registered person should deliver the following
information to the client prior to or at the point of entering into
the transaction:

(i)  The capacity (principal or agent) in which a licensed or
registered person is acting;

(ii)  Affiliation of the licensed or registered person with the
product issuer;

(iii) Disclosure of monetary and non-monetary benefits
(Please refer to paragraph 8.3 of the Code); and

(iv) Terms and conditions in generic terms under which
client may receive a discount of fees and charges from
a licensed or registered person.

The disclosure must be made in writing, electronically or
otherwise. The licensed or registered person should have
adequate measures in place to ensure that the above
information is provided to the client prior to or at the point of
entering into the transaction.

In circumstances where provision of information in written
form is not possible before a transaction is concluded, the
licensed or registered person should make a verbal
disclosure and provide such information in writing to the client
as soon as practicable after the conclusion of the transaction.

The information disclosed in written form should be in

Chinese or English according to the language preference of
the client.
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Notes

The licensed or registered person should ensure that the disclosure in
writing is prominent, is presented in a clear and concise manner and is
easy for average clients to understand.

8.4 Information about the firm: financials

A licensed or registered person should, upon request, disclose the
financial condition of its business to a client by providing a copy of
the latest audited balance sheet and profit and loss account
required to be filed with the Commission and disclose any material
changes which adversely affect the licensed or registered person's
financial condition after the date of the accounts.

8.5 Information on corporate actions

A licensed or registered person that has control of a client’s assets
should respond promptly to the client’s requests for information on
corporate actions in relation to those assets.

March 2014 23



Client priority

9.1

9.2

9.3

9.4

Priority for client orders: order handling and recording

A licensed or registered person should handle orders of clients
fairly and in the order in which they are received. Orders of clients
or transactions to be undertaken on behalf of clients should have
priority over orders for the account of the licensed or registered
person, or any account in which the licensed or registered person
has an interest or the account of any employee or agent of the
licensed or registered person.

Priority for client orders: order allocation

A licensed or registered person should, where it has aggregated an
order for a client with an order for another client, or with an order
for its own account, give priority to satisfying orders of clients, in
any subsequent allocation if all orders cannot be filled.

Non-public, material information

A licensed or registered person should have procedures in place to
ensure that its employees do not deal (for the benefit of the
licensed or registered person, the employee or a client) in
securities or futures contracts where the employee concerned
effects the dealing in order to “front-run” pending transactions for or
with clients, or on the basis of other non-public information which
would be expected to materially affect prices of those securities or
futures contracts and which is to be released to the market.

Withdrawal from business

A licensed or registered person that withdraws in whole or in part
from providing any investment or related services should ensure
that affected clients are promptly notified of the action and that any
business which remains outstanding is promptly completed or
transferred to another licensed or registered person in accordance
with any instructions of the affected clients.
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Conflicts of interest

10.1

Disclosure and fair treatment

Where a licensed or registered person has a material interest in a
transaction with or for a client or a relationship which gives rise to
an actual or potential conflict of interest in relation to the
transaction, it should neither advise, nor deal in relation to the
transaction unless it has disclosed that material interest or conflict
to the client and has taken all reasonable steps to ensure fair
treatment of the client.

25



Client assets

111 Handling of client assets

(a)

A licensed or registered person should, in the handling of
client transactions and client assets, act to ensure that client
assets are accounted for properly and promptly. Where the
licensed or registered person or a third party on behalf of the
licensed or registered person is in possession or control of
client positions or assets, the licensed or registered person
should ensure that client positions or assets are adequately
safeguarded.

Where a client’s assets are received or held overseas,
additional risk disclosures should be provided to the client, as
such assets may not enjoy the same protection as that
conferred under the SFO, the Securities and Futures (Client
Money) Rules and the Securities and Futures (Client
Securities) Rules.
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Compliance

12.1

12.2

Compliance: in general

A licensed or registered person should comply with, and implement
and maintain measures appropriate to ensuring compliance with
the law, rules, regulations and codes administered or issued by the
Commission, the rules of any exchange or clearing house of which
it is a member or participant, and the requirements of any
regulatory authority which apply to the licensed or registered
person.

Employee dealings

(@)

A licensed or registered person should have a policy which
has been communicated to employees in writing on whether
employees are permitted to deal or trade for their own
accounts in securities, futures contracts or leveraged foreign
exchange contracts. For purposes of paragraph 12.2, the
term “employees” includes directors (other than non-
executive directors) of a licensed or registered person.

In the event that employees of a licensed or registered person
are permitted to deal or trade for their own accounts in
securities, futures contracts or leveraged foreign exchange
contracts:

(i)  the written policy should specify the conditions on which
employees may deal for their own accounts;

(i)  employees should be required to identify all related
accounts and report them to senior management. For
purposes of paragraph 12.2, the term “related accounts”
includes accounts of their minor children and accounts
in which the employees hold beneficial interests;

(i) employees should generally be required to deal through
the licensed or registered person or its affiliates;

(iv) if the licensed or registered person provides services in
securities or futures contracts listed or traded on a
recognized stock market or a recognized futures market
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or in derivatives, including over-the-counter derivatives
written over such securities or futures contracts, and its
employees are permitted to deal through another dealer,
in those securities or futures contracts, the licensed or
registered person and employee should arrange for
duplicate trade confirmations and statements of account
to be provided to senior management of the licensed or
registered person;

any transactions for employees’ accounts and related
accounts should be separately recorded and clearly
identified in the records of the licensed or registered
person; and

transactions of employees’ accounts and related
accounts should be reported to and actively monitored by
senior management of the licensed or registered person
who should not have any beneficial or other interest in
the transactions and who should maintain procedures to
detect irregularities and ensure that the handling by the
licensed or registered person of these transactions or
orders is not prejudicial to the interests of the licensed or
registered person’s other clients.

A licensed or registered person should not knowingly deal in
securities or futures contracts for another licensed or
registered person's employee unless it has received written
consent from that licensed or registered person.

Obligations under the FDRS

A licensed or registered person should comply with the Financial
Dispute Resolution Scheme (“FDRS”) for managing and resolving
disputes administered by the Financial Dispute Resolution Centre
Ltd ("FDRC") in full and be bound by the dispute resolution
processes provided for under the FDRS. The FDRS will apply to
licensed or registered persons other than firms which carry on Type
10 regulated activity under the SFO i.e. provision of credit rating
services.

|
[

(c)
12A
June 2012
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12.3 Complaints

A licensed or registered person should ensure that:

(@)

(b)

(c)

complaints from clients relating to its business are handled in
a timely and appropriate manner;

steps are taken to investigate and respond promptly to the
complaints;

where a complaint is not remedied promptly, the client is
advised of any further steps which may be available to the
client under the regulatory system including the right to refer
a dispute to the FDRC; and

where a complaint has been received, the subject matter of
the complaint is properly reviewed. If the subject matter of
the complaint relates to other clients, or raises issues of
broader concern, a licensed or registered person should take
steps to investigate and remedy such issues, notwithstanding
that the other clients may not have filed complaints with the
licensed or registered person and/or the FDRC.

12.4 Responsibility for acts of employees

A licensed or registered person should be responsible for the acts
or omissions of its employees and agents in respect to the conduct
of its business.

12.5 Notifications to the Commission

A licensed or registered person, as a firm, should report to the
Commission immediately upon the happening of any one or more
of the following:

(@)

June 2012

any material breach, infringement of or non-compliance with
any law, rules, regulations, and codes administered or issued
by the Commission, the rules of any exchange or clearing
house of which it is a member or participant, and the
requirements of any regulatory authority which apply to the
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licensed or registered person, or where it suspects any such
breach, infringement or non-compliance whether by:

(iy itself; or

(i) persons it employs or appoints to conduct business with
clients or other licensed or registered persons,

giving particulars of the breach, infringement or non-
compliance, or suspected breach, infringement or non-
compliance, and relevant information and documents;

the passing of any resolutions, the initiation of any
proceedings, or the making of any order which may result in
the appointment of a receiver, provisional liquidator, liquidator
or administrator or the winding-up, re-organisation,
reconstruction, amalgamation, dissolution or bankruptcy of
the licensed or registered person or any of its substantial
shareholders or the making of any receiving order or
arrangement or composition with creditors;

the bankruptcy of any of its directors;

the exercise of any disciplinary measure against it by any
regulatory or other professional or trade body or the refusal,
suspension or revocation of any regulatory licence, consent
or approval required in connection with its business;

any material failure, error or defect in the operation or
functioning of its trading, accounting, clearing or settlement
systems or equipment;

any material breach, infringement or non-compliance of
market misconduct provisions set out in Part Xlll or Part XIV
of the Securities and Futures Ordinance that it reasonably
suspects may have been committed by its client, giving
particulars of the suspected breach, infringement or non-
compliance and relevant information and documents; and

Paragraph 12.5(f) will take effect on 1 Dec 2012.
June 2012
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12.6

12.7

(g) any determination or settlement of a complaint in connection
with the FDRS (including the details of the determination or
settlement), if so requested by the Commission.

Co-operation under the FDRS
A licensed or registered person should:

(a) make honest and diligent disclosure before mediators and/or
arbitrators in connection with the FDRS; and

(b) render all reasonable assistance to the FDRS.
Expert witness

A licensed or registered person, as a firm, should not, without
reasonable excuse, prohibit persons it employs from performing
expert witness services for the Commission and the Hong Kong
Monetary Authority.

Paragraph 12.7 will take effect on 1 Dec 2012.
June 2012 30a
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Rebates, soft dollars, and connected transactions

Retention of rebates, soft dollars and connected
transactions

13.1  Alicensed or registered person that acts for a client in the exercise
of investment discretion may receive goods or services (i.e. soft
dollars) from a broker in consideration of directing transaction
business on behalf of the client to the broker only if:

(a) the goods or services are of demonstrable benefit to the
licensed or registered person's clients;

(b) transaction execution is consistent with best execution
standards and brokerage rates are not in excess of
customary full-service brokerage rates;

(c) the client has consented in writing to the receipt of the goods
and services; and

(d) disclosure is made of the licensed or registered person's
practices for receiving the goods and services, including a
description of the goods and services received.

Notes

Goods and services may include: research and advisory services;

economic and political analysis; portfolio analysis, including valuation and
performance measurement; market analysis, data and quotation services;
computer hardware and software incidental to the above goods and
services; clearing and custodian services and investment-related
publications. The goods and services may not include travel,
accommodation, entertainment, general administrative goods or services,
general office equipment or premises, membership fees, employee salaries,
or direct money payments. This note is not exhaustive and may be
amended from time to time.

Disclosure and consent may be made or given in the Client Agreement or
other investment management agreement (or an addendum thereto).
Whichever form of document is used, it must include a specific statement
describing the licensed or registered person's soft dollar practices. In
addition, at least annually the client must be given a statement describing
the licensed or registered person's soft dollar practices, including a
description of the goods and services received by the manager.
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13.2

13.3

13.4

A licensed or registered person described in paragraph 13.1 that
intends to receive and retain cash or money rebates in relation to
client transactions may retain those rebates only if :

(a) the client has consented in writing to the retention of rebates;

(b) brokerage rates are not in excess of customary full-service
brokerage rates; and

(c) disclosure of the rebates and their approximate value is made
to the client.

Notes

Disclosure and consent may be made or given in the Client Agreement or
other investment management agreement (or an addendum thereto).
Whichever form of document is used it must include a specific statement
that the manager may receive and retain brokerage commission rebates
and describe the licensed or registered person's practices in regard to the
rebates. In addition, at least twice annually the client must be provided with
a quantification of the value of rebates received in relation to the client's
account. Alternatively, this may be done in each contract note provided to
the client. Quantification of rebates may involve estimates taken from
aggregate commission and rebate data provided the estimates are
reasonably accurate in relation to the client's account.

A licensed or registered person described in paragraph 13.1 should
ensure and be able to demonstrate that any transactions
undertaken or services acquired in relation to a client's account that
involve payments from client assets directly or indirectly to a
person connected with the licensed or registered person are
undertaken at arm's length terms and in the best interests of the
client. Essentially, this requires that such terms not be less
favourable than those generally available in the market.

A licensed or registered person that provides a portfolio manager
with goods, services, or cash rebates has a responsibility to satisfy
itself that the portfolio manager is mindful of the requirements of
this section. In addition, the licensed or registered person should
make further enquiries if the type of goods and services listed in
the invoices presented for payment by the portfolio manager
appear not to be of the type described in paragraph 13.1. This is in
addition to any legal duties that the licensed or registered person

32



and the portfolio manager may have, including those imposed by
the Prevention of Bribery Ordinance (Cap. 201).

13.5 Refund obligation

Where a cooling-off mechanism is incorporated in an investment
product and a client exercises his right under such mechanism to
cancel the order, sell the product back to the issuer or its agent, or
otherwise unwind the transaction in relation to that product, the
licensed or registered person should promptly execute the client’s
instruction and pass on to the client the full amount of refund
(including the sales commission') received from the product issuer
less a reasonable administrative charge?.

Notes

"This includes any sales commission retained by the licensed or registered
person in relation to that transaction.

>The administrative charge should be disclosed to the client at or prior to point

of sale and should not contain any profit margin.
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Responsibility of senior management

14.1

Responsibility of senior management

Senior management of a licensed or registered person should
properly manage the risks associated with the business of the
licensed or registered person, including performing periodic
evaluation of its risk management processes. Senior management
should understand the nature of the business of the licensed or
registered person, its internal control procedures and its policies on
the assumption of risk. They should clearly understand the extent
of their own authority and responsibilities. In respect of that
authority and those responsibilities:

(a) they should have access to all relevant information about the
business on a timely basis; and

(b) they should have available to them and seek where
appropriate all necessary advice on that business and on
their own responsibilities.

In determining the responsibility of particular individuals, regard
should be had to the factors referred to in GP9.
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Professional investors

15.1

15.2

Professional Investors: in general

(a)

(b)

(c)

“Professional Investor” is defined in section 1 of Part 1 of
Schedule 1 to the SFO. It includes specified entities set out in
paragraphs (a) to (i) of the definition (e.g., banks and
insurance companies) and persons belonging to a class
which is prescribed under the Securities and Futures
(Professional Investor) Rules (“Professional Investor Rules”)
(paragraph (j) of the definition).

Notwithstanding that some legal restrictions imposed by the
SFO (e.g., the issuance of advertisements, the making of
unsolicited calls and the communication of an offer in relation
to securities) do not apply to licensed or registered persons in
dealing with Professional Investors, all the requirements in the
Code (including the general principles such as acting honestly
and fairly and in the best interests of clients and the
requirement to ensure the suitability of a recommendation or
solicitation for a client is reasonable in all the circumstances)
must still be strictly observed subject to exemptions.

For the purposes of setting out exemptions and for ease of
reference under the Code, Professional Investors are referred
to in the Code in specific terms as set out in paragraph 15.2.

Overview and terminology

Professional Investors are referred to in the Code in the following
terms:

Institutional Professional Investors- persons falling under
paragraphs (a) to (i) of the definition of “professional investor” in
section 1 of Part 1 of Schedule 1 to the SFO.

Licensed or registered persons dealing with Institutional
Professional Investors are automatically exempt from the provisions
set out in paragraphs 15.4 and 15.5 hereunder.

March 2016
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15.3A

Corporate Professional Investors- trust corporations,
corporations or partnerships falling under sections 3(a), (¢) and (d)
of the Professional Investor Rules.

Should licensed or registered persons wish to be exempt from the
provisions set out in paragraph 15.4, they should observe the
assessment requirements set out in paragraph 15.3A and comply
with paragraph 15.3B. Should licensed or registered persons wish
to be exempt from the provisions set out in paragraph 15.5 only,
they should just comply with paragraph 15.3B.

Where a Corporate Professional Investor cannot meet the
requirements under paragraph 15.3A in any aspect, the licensed or
registered person cannot be exempt from the provisions set out in
paragraph 15.4 when dealing with this Corporate Professional
Investor. If paragraph 15.3B is not complied with in any aspect, all
regulatory obligations should be observed by the licensed or
registered persons without any exemption unless stated otherwise.

Individual Professional Investors- individuals falling under
section 3(b) of the Professional Investor Rules.

Should licensed or registered persons wish to be exempt from the
provisions set out in paragraph 15.5, they should comply with
paragraph 15.3B.

If paragraph 15.3B is not complied with in any aspect, all regulatory
obligations should be observed by the licensed or registered
persons without any exemption unless stated otherwise.

Assessment requirements for Corporate Professional
Investors

(a) If alicensed or registered person has complied with
paragraph 15.3B, it is exempt from the provisions set out in
paragraph 15.5 and may also be exempt from the provisions
set out in paragraph 15.4 if it is reasonably satisfied that the
Corporate Professional Investor meets the three criteria set
out in paragraph 15.3A(b) in relation to the relevant products
and markets.
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15.3B

(b)

(c)

(d)

(e)

In making the assessment on a Corporate Professional
Investor in relation to the relevant products and/or markets,
the licensed or registered person should assess whether or
not the Corporate Professional Investor satisfies all of the
following three criteria:

(i) the Corporate Professional Investor has the appropriate
corporate structure and investment process and
controls (i.e., how investment decisions are made,
including whether the corporation has a specialised
treasury or other function responsible for making
investment decisions);

(i)  the person(s) responsible for making investment
decisions on behalf of the Corporate Professional
Investor has(have) sufficient investment background
(including the investment experience of such person(s));
and

(iii) the Corporate Professional Investor is aware of the risks
involved which is considered in terms of the person(s)
responsible for making investment decisions.

The above assessment should be in writing. Records of all
relevant information and documents obtained in the
assessment should be kept by the licensed or registered
person so as to demonstrate the basis of the assessment.

A licensed or registered person should undertake a separate
assessment for different product types or markets.

A licensed or registered person should undertake a new
assessment where a Corporate Professional Investor has
ceased to trade in the relevant product or market for more
than 2 years.

Procedures for dis-applying provisions under paragraphs 15.4
and 15.5

(@)

March 2016

Prior to dis-applying the provisions set out in paragraph 15.4
(when dealing with Corporate Professional Investors only)
and/or the provisions set out in paragraph 15.5 (when dealing
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with Corporate Professional Investors and Individual
Professional Investors), a licensed or registered person
should also:

(i)

(iif)

obtain a written and signed declaration from the client
that the client has given consent;

fully explain to the client the consequences (i.e., all
relevant regulatory exemptions that the licensed or
registered person is entitled to) of being treated as a
Professional Investor and that the client has the right to
withdraw from being treated as such at any time; and

specify that the client is treated as a Professional
Investor in a particular product and market and inform
the client that he has a right to withdraw from being
treated as a Professional Investor whether in respect of
all products or markets or any part thereof.

A licensed or registered person should carry out a
confirmation exercise annually to ensure that the client
continues to fulfill the requisite requirements under the
Professional Investor Rules. In carrying out the annual
confirmation exercise, a licensed or registered person should
remind the client in writing of:

(i)

(ii)

the risks and consequences (i.e., all relevant regulatory
exemptions that the licensed or registered person is
entitled to) of being treated as a Professional Investor,
in particular, the licensed or registered person is not
required to comply with the regulatory requirements set
out in paragraphs 15.4 and/or 15.5 of the Code (as the
case may be); and

the right for the client to withdraw from being treated as
a Professional Investor whether in respect of all
products or markets or any part thereof.
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15.4

Exempt provisions for Corporate Professional Investors where
licensed or registered persons have complied with paragraphs
15.3A and 15.3B and Institutional Professional Investors

(a)

Information about clients

(i)

(iif)

the need to establish a client’s financial situation,
investment experience and investment objectives
(paragraph 5.1 and paragraphs 2(d) and 2(e) of
Schedule 6 to the Code), except where the licensed or
registered person is providing advice on corporate
finance work;

the need to ensure the suitability of a recommendation
or solicitation (paragraph 5.2 and paragraph 49 of
Schedule 6 to the Code); and

the need to assess the client’'s knowledge of derivatives
and characterize the client based on his knowledge of
derivatives (paragraph 5.1A of the Code);

Client agreement

(i)

the need to enter into a written agreement and the
provision of relevant risk disclosure statements
(paragraph 6.1, paragraph 2 of Schedule 3, paragraph 2
of Schedule 4 and paragraph 1 of Schedule 6 to the
Code);

Information for clients

(i)

the need to disclose transaction related information
(paragraph 8.3A of the Code);

Discretionary accounts

(i)

the need for a licensed or registered person to obtain
from the client an authority in a written form prior to
effecting transactions for the client without his specific
authority (paragraph 7.1(a)(ii) of the Code); and

Paragraph 15.4 (except paragraph 15.4(b)) will take effect on 25 March 2016.  38a
Paragraph 15.4(b) will take effect on 9 June 2017.



15.5

(ii)

the need to explain the authority described under
paragraph 7.1(a)(ii) of the Code and the need to confirm
it on an annual basis (paragraph 7.1(b) of the Code).

(For the avoidance of doubt, a licensed or registered person
should still obtain an authorization from a client in order to
effect transactions on the client’s behalf, however where
Professional Investors are concerned the procedures for
obtaining such authorizations as described in (i) and (ii) above
are relaxed.)

Exempt provisions for Corporate Professional Investors and
Individual Professional Investors where licensed or registered
persons have complied with paragraph 15.3B and Institutional
Professional Investors

(a) Information for clients

(i)

(iif)

March 2016

the need to inform the client about the licensed or
registered person and the identity and status of its
employees and others acting on its behalf (paragraph
8.1 of the Code);

the need to confirm promptly with the client the essential
features of a transaction after effecting a transaction for
a client (paragraph 8.2, paragraph 4 of Schedule 3 and
paragraph 18 of Schedule 6 to the Code); and

the need to provide the client with documentation on the

Nasdag-Amex Pilot Program (paragraph 1 of Schedule
3 to the Code).
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Analysts

Note: In respect of the provisions relating to preparation of investment research on
new listing applicants, the provisions relate to listing of securities where the
application for listing to the Stock Exchange of Hong Kong Limited is
submitted on or after 31 October 2011.

16.1  Application

(@)

(b)

This paragraph applies to:

(i) ananalyst;

(i)  afirm that employs any analyst; and

(i) afirm that issues any investment research.
This paragraph covers:

(i) investment research on securities that are traded in
Hong Kong; and

(i)  investment research on securities that are issued or to
be issued by a new listing applicant which are to be
traded in Hong Kong,

and investment research that has an influence on such
securities.

16.2 Interpretation

(a)

“Analyst” for the purposes of this paragraph means any
individual within a firm who prepares and/or publishes
investment research or the substance of investment research.
The term does not include an individual:

(i)  giving investment advice or comments wholly incidental
to his dealing or broking function;

(i) conducting research solely for the firm’s internal
consumption and not for distribution to clients; or

(iii) giving personal (one-to-one) investment advice.
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(b)

(c)

(d)

In respect of paragraph 16.2(a)(ii), the firm’s internal
consumption includes consumption by all companies in the
group and not just those specified in paragraph 16.2(d).

“Associate” for the purposes of this paragraph means:

(i) the spouse, or any minor child (natural or adopted) or
minor step-child, of the analyst;

(i)  the trustee of a trust of which the analyst, his spouse,
minor child (natural or adopted) or minor step-child, is a
beneficiary or a discretionary object; or

(iii) another person accustomed or obliged to act in
accordance with the directions or instructions of the
analyst.

“Financial interest” for the purposes of this paragraph means
any commonly known financial interest, such as investment in
the securities in respect of an issuer or a new listing applicant,
or financial accommodation arrangement between the issuer
or the new listing applicant and the firm or analyst.

This term does not include commercial lending conducted at
arm’s length, or investments in any collective investment
scheme other than an issuer or new listing applicant
notwithstanding the fact that the scheme has investments in
securities in respect of an issuer or a new listing applicant.

“Firm” for the purposes of this paragraph means any
intermediary and its group of companies. A company will only
be regarded as a group company if it carries on a business in
Hong Kong in:

(i) investment banking;

(i)  proprietary trading or market making; or

(iii) agency broking,

in relation to securities.
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(f)

“Individual employed by or associated with...the firm” for the
purposes of paragraph 16.5(c) means any individual:

(i)

(ii)

(iif)

employed by the firm in accordance with whose
directions or instructions the analyst is accustomed or
obliged to act;

employed by the firm who has influence on the subject
matter or content, or the timing of distribution, of
investment research; or

who is responsible for determining the remuneration of
the analyst.

“Investment research” for the purposes of this paragraph
includes documentation containing any one of the following:

(i)
(ii)

(iif)

result of investment analysis of securities;

investment analysis of factors likely to influence the
future performance of securities, not including any
analysis on macro economic or strategic issue; or

advice or recommendation based on any of the
foregoing result or investment analysis,

and an investment/research report shall be construed
accordingly.

“Issuer” for the purposes of this paragraph means:

(i)
(i)
(iif)

a corporation;
a REIT; and

an entity that is established to conduct business
operations and constituted in a form other than that of a
corporation or REIT,

the securities of which are listed on The Stock Exchange of
Hong Kong Limited.
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(h)

“New listing applicant” for the purposes of this paragraph
means:

(i)  a corporation;
(i) aREIT;and

(i) an entity that is established to conduct business
operations and constituted in a form other than that of a
corporation or REIT

applying for listing of and permission to deal in securities on
The Stock Exchange of Hong Kong Limited, none of whose
securities, are already listed on The Stock Exchange of Hong
Kong Limited.

“Prospectus” for the purposes of this paragraph means a
prospectus, listing document, offering circular or similar
document issued by a new listing applicant.

“REIT” for the purposes of this paragraph means a real estate
investment trust which is authorized or applying for
authorization by the Commission under section 104 of the
SFO.

“Securities” for the purposes of this paragraph means:

(iy shares, depositary receipts, interests or units issued by
an issuer and any warrants or options on these shares,
depositary receipts, interests or units which are listed or
traded on The Stock Exchange of Hong Kong Limited;
and

(i) shares, depositary receipts, interests or units issued or
to be issued by a new listing applicant and any warrants
or options on these shares, depositary receipts,
interests or units which are to be listed or traded on The
Stock Exchange of Hong Kong Limited.
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16.3  Principles

The Commission believes the following principles? are of
fundamental importance to the business undertaken by all analysts
and firms to which this Paragraph applies.

(a) Analyst trading and financial interests

Mechanisms should exist so that analysts' trading activities or
financial interests do not prejudice their investment research
and recommendations.

(b) Firm financial interests and business relationships

Mechanisms should exist so that analysts' investment
research and recommendations are not prejudiced by the
trading activities, financial interests or business relationships
of the firms that employ them.

(c) Analyst reporting lines and compensation

Reporting lines for analysts and their compensation
arrangements should be structured to eliminate or severely
limit actual and potential conflicts of interest.

(d) Firm compliance systems

Firms that employ analysts should establish written internal
procedures or controls to identify and eliminate, avoid,
manage or disclose actual and potential analyst conflicts of
interest.

(e) Outside influence
The undue influence of securities issuers, institutional

investors and other outside parties upon analysts should be
eliminated or managed.

These principles generally replicate those published by the International Organisation of Securities
Commissions (“IOSCQO”) on 25 September 2003 in the Statement of Principles for Addressing
Sellside Securities Analyst Conflicts of Interest (“Statement of Principles”). Aside from these
principles, analysts and firms are encouraged to adopt the measures specified in the Statement of
Principles as best practices. The Statement of Principles is available at the IOSCO website at
WWW.i0SC0.0rg.
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16.4

)

(9)

Clarity, specificity and prominence of disclosure

Disclosures of actual and potential conflicts of interest should
be complete, timely, clear, concise, specific and prominent.

Integrity and ethical behaviour

Analysts should be held to high integrity standards.

Analyst trading and financial interests

(a)

(b)

Firms to establish dealing policies for analysts

A firm that employs any analyst should establish and
maintain written policies and control procedures governing
the dealings and tradings by any such analyst with a view to
eliminating, avoiding, managing or disclosing actual or
potential conflicts of interest arising from such dealings or
tradings.

Limitations on dealing by analysts

An analyst or his associate should not deal in or trade any
securities in respect of an issuer that the analyst reviews:

(i)  ina manner contrary to his outstanding
recommendation ; or

(i)  within 30 days prior to and 3 business days after the
issue of investment research on the issuer,

except in special circumstances outlined in the firm’s policy
and pre-approved by the relevant legal or compliance
function.

In respect of paragraph 16.4(b)(ii), an analyst should not
issue any investment research on an issuer if he or his
associate had dealt in or traded the securities in respect of
the issuer within the previous 30 days, except on occurrences
of major events that would affect the price of the securities
and the events are known to the public.
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16.5

(c)

(d)

Disclosure of relevant relationships

If an analyst or his associate serves as an officer of the issuer
or the new listing applicant (which includes in the case of a
REIT, an officer of the management company of such REIT;
and in the case of any other entity, an officer or its equivalent
counterpart of the entity who is responsible for the
management of the issuer or the new listing applicant) that
the analyst reviews, the analyst should disclose that fact in
the research report.

Disclosure of relevant financial interests

If an analyst or his associate has any financial interests in
relation to an issuer or a new listing applicant that the analyst
reviews, he should disclose that fact in the research report.

Firm financial interests and business relationships

(a)

(b)

Disclosure by firms of relevant financial interests

Where a firm has any financial interests in relation to an
issuer or a new listing applicant the securities in respect of
which are reviewed in a research report, and such interests
aggregate to an amount equal to or more than:

(i) inthe case of an issuer, 1% of the issuer's market
capitalization;

(i) inthe case of a new listing applicant, an amount equal
to or more than 1% of the new listing applicant’s issued
share capital, or issued units, as applicable,

the firm should disclose that fact in the research report.
Disclosure by firms of relevant market making activities

A firm that makes, or will make, a market in the securities in
respect of the issuer or the new listing applicant should
disclose that fact in the research report.

45



(c)

(d)

(e)

(f)

(9)

Disclosure by firms of relevant relationships

A firm having an individual employed by or associated with
the firm serving as an officer of the issuer or the new listing
applicant should disclose that fact in the research report.

Disclosure by firms of relevant business relationships

A firm that has an investment banking relationship with the
issuer or the new listing applicant should disclose that fact in
the research report. Any compensation or mandate for
investment banking services received within the preceding 12
months would constitute an investment banking relationship.

Improper dealing by firms ahead of issue of investment
research

A firm should not improperly deal or trade ahead in the
securities in respect of the issuer which its investment
research covers.

Firms not to provide certain assurances to issuers or
new listing applicants

A firm should not, with a view to commencing or influencing a
business relationship with an issuer or a new listing applicant,
provide any promise or assurance of favourable review or
change of coverage or rating in its investment research.

Quiet periods

A firm that acts as a manager, sponsor, listing agent or
underwriter of a public offering should not issue any
invest